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Doar lr. Yoodyear:

» Lubnitted heorein are the principal results of a valuation of the For-
eizn Service Retirement System as of December 31, 1961. :

Ae rerformed by thie office, thias wvnluation is sssentially a yeor by
year proJection of receipts and benefits for two separate ocategorioes as
followas

(1)’Activc and retired officers as of December 31, 1961, as well as swr-
vivors on the roll as of that éate.

{2) Typical groups of nev entrants entering during sach and every year
in the future nd iafinitun,

The combination of the two categories gives a projection of ths exject-
ed operation of the entire system. This combination is showan in the attach-
ad table.

. A discountinz at interest of tha first catogory produces the assoi:r and
13-b111tien of the systenm with respect to tha exisding notive and retired
force. Tho 1lisbilities minum the masote and slrus the fund prodnces tho un-
funded 1indility (footnoted im the attached tadle). N

A diecounting of the necond eategory enrdlee one to find the ratio of
digcountod benefits to discounted rayroll with reupect to amew entranta, Tals
ratioc is defined as the mormal or new entrant cost. These results ore showa
by eantry age groups belowt

Jiormal cost

Tntty r-e o at 3% interest at 44 interest
below 30 ;,o.h,‘. 23.5%
30 through 4G 10,0 3.1
abovae LO 63.5 oh.
A1l growps comdimed 16,94 29.7%

In regnrd to category (1), no matter what the method of financing, the
1isb1lities can only be equal to the discounted value of the benefits. On
the assot side, howvaver, one cam use the realistic approach and find the diz-
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(3)

counted vhlue of the Governmont's matching 6’5 contribution aleng with dig-
countsd erployee contributions, or one ocnn find tha dlgcountod valus of the

hyrothetionl normal gost in place of thess, 3ince the normal cost fnr ex-

¢ ds the notunl eontributions recolved in the cose of the Jorelgn Borvice
Retirencnt Syotem, the realistio appronch produscas a much lnrgor unfunded
11nbility then the hypothetical mormal ¢osb approach. In the attached teble
the unfundad 1indility ie shown on doth a realistic and a normal cost basis.

Althouzh the concapt of yrojeating ysnr by year receipts and benofitna
1 eimplicity itnelf, the Job of making such a projection 1s rather complox.
llany ansanntionn based upon the pnad oxperience of the system g0 indo mak-
inr tho projection. Cbviously, the projoction is only as good ao theso as~
aumptions. .

¥With tho present provision for st~ff peopla %o entor the gystom nfior
10 yonrs of aervice, the nverrse entry age 1into the system has rigsn from
27) years uned in the 1954 wnluation to om averrge of 30 in the valuntion
of 1961. This firure of 30 is bnsed uponr the alstribution of new entronts
in calendar year 1962 which, % is understood, has besn conaiderocd %o bo a
typicnl year for new entrants, Althoush adout 40O new entrants cano into
ths systen 1a 1962, 1% hns boen decided thas for projection purposes 1t con
bp agswned that Shere will bde about 350 mew suirants vnch year in the future.
According to the 1962 dfetritusion these 350 new entrants fall into thres
groupa as followst : _

ratry ace Avernge entry sro !umbcr ‘ ' Peroontess
Bliolow 30 25 220 6&%
30 throuch tg ) ?: i g} -
abeve | oo 1
. Total 0 : 3’5% 1002

The folloving percentoge distridutions are of inbterest:

Deo. 1561 Ultimate " Retirements  Retiremonts,
Entry nge active foroe aotive forgs 19517-61 ulténnte
below 6% 700 0 pg 556
30 through 3Y ' 2 @ 12 ¥

above hg | .3%%; | 13%; “;;,1' 7%%; | :%%; | ///
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The percontoges for sotive force and retirements show very clewnrly that na
of Doceudar 31, 19G1 the system containod rn excessive number of oldar off=-
icers vhen compared to the ultimnts situntion expected o evolve dasod upfﬂy/
a continuation of the 1962 new entrant &iatridusion,

In the 1961 valuntion the normal coat for entry age £ was found by
projecting 220 nov entrnnts ennh yenr in perpetulty and thon discounting
the benafite and payroll. As strted enrlier, the discounted walue of bonn-
fi%s nm a porcontege of Algcountsd payroll represents the normal cost. Tho
some wap done for entry agos 34 and 46. Then all three entry age projoctions
vorea oonbined ~nd discounted to rroduce the total mormal cost. Those rosults
at two different rntes of interest were showva in the first table presonted
above. '

In the viluation of 1958 a total normnl aos$ of 20.855 wns produced.
This vas based on the assunption that all nov entrants came in at the #;o
of &T4. In the eurrent vnluntion, the only group at rll comperable to the
1958 v~luation 1s the entry aze 25 groun. In comporins the two, it is noted
first that the ocost for the entry age (5 group ia greater even thoush tho
nge 19 lower. In explanatiom, the fired importont difference is the liberale
jzation of the law to perait the une of the Clvil Service formule in tho case

. of purvivor eleotions, This led to siore survivor oleotors with loeas reduction

in the officer's annuity. A breekdovn of bensfids as a percsntaze of payroll
on & norssl cost dasis is shown below for comparison purposes,

.Dea. 31, 1958 : Dec. 31, 1961
valuantion, : valuntion,
entry nce 27k eniry ace 5 only
Retiromont annuities? - e
. Age And Service CAT.184 ' 18
Disnbility 70 .28
furvivor snnuitieas ' o
Lonth after service retiremens 1.02 o 2.61
Doath after disabdility resiremeat .17 - .07
Denth 4n service i 1.01 o .43 '
Return of future contridutionss S o
Cn dsath in servige S 08

On withdraval ‘ - 33 L ‘ ohs
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)
Dofarrad annuitiegt . ,
Annuities .36* - 15
Lefunds avalting annulty _ , . .01
Total © 20.88% . 23.57;

® Tneludes lurp sum denefita on selection-out.

Tho above figures indicnta i/nificant increaces in coat, pnrtioulnrly ro=-
tiromont nnd eurvivor denofits. ((n the basis of the 1959-61- oxporienco.
disability cnses fell off markedly. )
r
A compnrison of poroontun onr survivor oleotions h shown balow for

entry oges 27} and 253

1958 valuation 1961 valuntion
(asaumed ultinate " (nssumed ultimite
for entry nge 27}) for entry aze &5)
(8) Porcentegs of service annul- 50% 0%

tants electing Joint and sur=
vivor annuities o

P : .
(b) Avorsge reduced offiocer annuity 8% 9l

ag percentags of full nnnuity

(8) Avorrge survivor manuity as pere 35% 504
centnze of full ennulty

(d) Avorrge officer annuity as pers
gontnze of full annuity

w (a)(b) + (1003 - &)(1003) = 903 ‘ 950
(o) Yidow nnnuity potential .
= (n)(0) - 185 u5%

Linos (4) nnd (e) adove reprssent a orude dasis for gauging the increase in
annuity cont because of the change in the survivor slection formula., Using
theass retios in conjunction with normal cost ﬂmru for nrﬂco retiremoent
and survivor dDonefids ve gois

from (4), : ' % x17.18% = | 18,13%
and froa (e), % x 1,008 m o o 2.55%
L - .- : \
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Thoce resulta aypronch the 1961 normal gost figures for ege ani sorvics an~
nuities and survivor aanuities after denth in gervice,

Another reason for increased normal gost is that the salary curve for
ontry &5 usad in 1961 is slightly steepor than the one used for entry 2
in 1958, Obviously, $hils would cauve the benofiis which are based wpon
£1ral avernsa salary to be hirgher relative to the lifetime salarles on vhich
the ccntrivutions are Lassd, tlius inereasing the normal cost.

The nbove paraZraphs are in defence of the normal coot for entry ege 25
only. €Connidering entry age group 46 1t is falrly obvicus thnt these peoople
ontar the system with a groat deal of cervies cradit alreandy enrned. The
contributions wvhich rre drought in are only thetr own, and these aro bnsecd
upon cnlaries which dininleh rapidly toward the earlier yscro. Yone of tho
Govarnnant'e contridutions are transferred. The result is that those roeople
rotire on relatively hisgh annuitien and zoat of the normal cost must Yo spread
ovor a short poriod of servico. For exarmle, suppose an orflcer entors ot ope
5, servas for 10 years and then retires on rn annuity bnsed on 25 or I0 yeare
_ of vorvice. That 1s, he retires on 50k or 605 of final averoze pay. If tien
he lives for 20 years after rotirement, he will recolve in benefitus over 1005
of what he enrned in salary under the rystenm. In the 1ight of this type of
Jexample & normal cost of S4% doss not sesm unreasonnble,

In comparinz the normal ccst for entry afe 29 only with tho normc~l cost
of 0ivil Service, thers are many reasons wvhy the cost of Yoreign Service 1ia
nuch crenter. (The average eniry nge for Cilvil Service is sbout 27 years.)

If the salory socnles are compared 1t is found that botween <5 ond
ra %5 the selary ratio 1s . under Foreign Service compared to 1.%2 undor
CIvII Tarvice, The top end of the Foreign Sorvide scale is heavily weighted
by salnries at the aumbassador lovsl,

Resignntion rctes nre lowar at the young ages under Foreirn Service nand
tonr off very repldly, whoreas they peraiot at & relatively hish levol under
civil Sorvice. Im othar words, for every 100 that enter Yoreign Sorvice at
age 25, 57 reach serviace retiremont, vhile under civil Service for every 100
ontering nt agse 25, only 13 rorch aervice retiroment, a ratio of less thnn
1 to 4. This le reflectad ia the feot that on A 35 basis and entry oje.c5
the normal coad for service retirement under Foreign Service is £3.%1, come-
parsd to 6.095 under Olvil Servige.

According to Oivil Service aotunrial Sables the average egs of retire-
zent s about 60 compared %o aboub 573 yesra under Foreign Service for entry
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pee group 25. This, of course, also contributes to highor normal cost. In
thig conneotion, 4% is neodless to sy that the #50-20" provielon in Foroign
Service s much more exponsive than the retirement provisions under Civil
Bervice. '

St111 snother reason for Oivil Bervico's relatively low normal canh 19
tho frot that no allowance is mnde for oreditable service which a nsw entrnnt
nay hnve when entering the system. It is understood that such crodis would
show up cs a liability in their veluation but would not be roflected in the
noml coat. .

The Toreign Sarvice valuation of 1961 was not submitted as an official
valuation report for the following remsonsi

(1) Tho valuntion wns not finighed until after the first of cnlendar
yenr 1963, by vhich $ime the 1962 poy bill hnd bacome effactivo '
and an unuaunlly Inrge number of retirements had -$nkon plrce in
1962 booauss of a 10% increase in annuity which would hrve beon
loat by dnlayed rotiremont. Beoanuse of theae things the valuntion
wns a 1ittle obsolate by the timn it was finished. Of particulnr
concern 1a the faot that the 1962 poy ast may have had n sighifi-
cant offect upon the enlary curve. Ths 1961 valuation vas based
upon the onlary structure of December 31, 1961,

(2) The 1961 valuation was the firat Forelgn Servioe valuntion to be
arrried out by menns of three ontry age groups. It 1ls, in effeoct,
three valuations combined, different ratos having deen prepared
for each group. Beoause of the inorensed complexity, more ghance
for errors of every kind exists. .

Beanuae of the above Tamsons, s new valuation as of December 31, 1962
ig rlrondy under way. (In fact, 1% is hoped thst a valuation cnn de pro-
duced evory year in the future,) Xvory step, partiocularly the basic noowip=
tlons, will e omrefully exanmized nnd compared with he valuation just oom-
pleted. The results should de available well before the end of calenday

- year 1963,

However, it 1s believed that noithor the pormal eost nor the year in
whioh the fund becomes exhansted will change apprsciably when determined by
a nevy valuation. - ; .

u
v

Sincerely » yours,

Eigicd) Cedilo W ol
Cedrio ¥, Xroll
© Government Astuary
Mr. ¥illiam E. Woodygar : ) . o
Annintant -ehiot—gii : T P
Projects Planning Staff (Qm, A

0ffico of Personnel .

Nennrtnont of State WM}
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(Yalvatlon as of Deceaber 31, 1961 by Office of Government Actuary, U. S. freasury Dmrtunt)
Estizated futurs receipts and expendituwres of all officers who will have eatered the system, either past or future,

includirg Yenefits to survivors. Yor the future 1% is assumed that 350 officers will enter ths systea each year 1n per-

petuity. On the basls of ratas derived froa past experlence suchiwa group each year will ultizately procuce a level force

of T100 active officers. The srlary pattern by attelned age as 1t existed on Deceaber 31, 13961, has h.an caintalged

- throughout. -
H 3 $ 3 3 1 3 1] . ) 3
H T 3 T £ . | H In: t- 3 i i
elemenr | getire L gl | gmlom ) TRE L SRR e i | e
. t .t t
year : Jan. 1 : payroll E 633 : :2::::. : butions : lar)n;n‘s : receipts : 1tures : yoar
— s
(in 000's) (A1l $ ezounts are in millions) .
— ———— - -y - o - . k \ 6 .-._.— 35'2'
1 ~ BN 47,58 3.1 . 3.1 1. 8.1 o 37.7
1322 5.6 hg.8 3.2 5 3.2 1.5 8.4 2.3 .8
196i b7 52.1 3.4 5 3.8 1.6 8.9 1.0 1.7
e k. 3 3.5 .5 3.5 7 9.2 7.8 3.1
v 1322 P ?5.5 3.7 5 3.7 1.7 3.6 8.6 w1
1967 5.2 58.5 3.8 .5 3.8 1.7 9.8 9.5 L19R
-1968 5. 60.6 3.9 5 a.9 1.7 10.9 10.3 8.1
1969 Se 62.5 .1 5 .1 , 1.7 10.4 1.2 43.3
S 1970 . .3 N2 .5 h.2 PR . 10.5 12. n.6
1331 ' ?.3 65.9 h.z .5 h.z 1.5 ©10.7 1 .3 38.9
1972 5.7 67.3 4. 5 L% 1.5 10.8 14,5 35.1
19 5.8 66.3 kb <5 bl 1.3 10.6 16.2 29.5
19 5.8 69.3 L.y #5 k.5 1.0 10.5 17.8 2.2
1 Tt s 70.2 u.6 .5 .6 T 10.% 19.3 13.
13;2 2.3 n.2 4.5 5 8.6 -3 10.0 ao.z 2.
1377 6.0 72.1 b7 5 b7 9.9 22,
1978 . 6.1 12.8 k.7 5 k.7 9.9 24,0
19719 N 6.1 13.7 4.8 .5 L8 10.1 25.6
T s 6.2 155 b8 .5 v 10.1 Q1.2
"199% 6.5 855 5.6 5 5.6 n.7 .0
2000 ° 7.1 90.7 59 5 53 12,3 51.9
;‘/“'-~ . . . .
2010 7.1 90.9 5.3 .5 5.9 23 61.5 - /}:“/Q
200 7.1 . .99 5.9 5 59 123 61.3
2030 1.1 %9 5.9 5 5.9 2.3 70.0

Ultisate 71 90.9 5.9 s 5.9 o 12.3 10.6

®aticated fund as of Tecexder 31, 1961. On that date estimoted uafunded 1liebility on basis of actual expestel receipts and
excenditures was $317 cillion; on a noraal cost basis it wvas $232 million. .
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